6 Q. Would you, please, state your full

7 name for the record and your business address.

8 A. Yes. Richard Allen, A-L-L-E-N,

9 Knowles. Business address: I'm housed out of Atlanta,
10 Georgia, 555 Glenridge Connector, Suite 900, Atlanta,
11 Georgia 30328.
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3 Q. Do you know generaly how long SAP

4 has had a presence in the United States in terms of a
5 subsidiary here?

6 A. Out of the 31 or so yearsthat SAP AG
7 has been in existence, to the best of my recollection,

8 SAP America has been doing business in the United States
9 since the late 80s, mid to late '80s.

10 Q. Andwhy isit that SAP AG has decided
11 to develop regiona headquarters throughout the world?
12 A. | think it fundamentaly goesto

13 strategy. Most customers want to do business with a
14 locdl entity, and they want to have local people that
15 they ded with. Soin order to reach our customers the
16 bedt, it made sense to have aloca presence and to

17 have alocd infrastructure versus just being running

18 the operation out of Walldorf. So basicdly for

19 customer acquisition reasons and to build up aloca

20 forceto show that we are invested and have a

21 sgnificant presence within the loca country, which is
22 the U.S. and Canada.

23 Q. Andintermsof SAP America, what's
24 theinfrastructure that's been established here?

25 A. Infrastructure that's been established
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1 primarily is. We have regiona headquarters building,

2 which isthis campus that you're in today. We have

3 regional offices out, scattered throughout the United

4 States, which | cannot name them al, but they arein

5 certain cities. The acquisition of an employee base

6 northwards of 4,000 plus employees comprised of sales
7 aff, support, marketing, sales; a good chunk of

8 consulating, our own consultants. That's what | mean
9 by infrastructure. We of course have the back-office
10 function, we have our own finance team here, our own

11 marketing team, etcetera.
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15 Q. And thefourth area of revenue that

16 you identified was the consulting organization. Could

17 you explain that.

18 A. Yes. Consulting, our consulting

19 organization is a service offering that we provide to

20 our clients. Typicdly in the implementation of

21 enterprise application software, it requires more

22 consultants to support the implementation of these

23 changesinside of a company than even we're capable of
24 ddivering. We do have asmall, relatively small

25 consulting organization in terms of what the customer
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1 needs. We maybe support anywhere from 10 to sometimes

2 20 percent of the implementation services needed to

3 instdl the software.

4 Our consultants are typically viewed

5 asfunctiona experts on our software, and they assist
6 the client in implementing the software inside the

7 company. In addition, there's multiple partners that

8 aretypicdly involved in the implementation. Those

9 companies are some of the bigger names that you may
10 have heard of such as Accenture, Deloitte Consulting,
11 Cap Gemini, etcetera. In general, we support the

12 implementation, not dl of it, though.

13 Q. Sothat the consulting organization

14 isresponsble for assgting in implementations;

15 correct?
16 A. Correct.
17 Q. However, in these implementations

18 SAPsroleislimited to about 10 to 20 percent of the
19 implementation; isthat right?

20 A. Yes, on average. There are occasions
21 where aclient will not want to use an outside firm or
22 apartner firm. They'll want us to handle the full

23 implementation. That'sarare case. It does happen.
24 But on average, if you were to say, could we handle a

25 hundred percent of the consulting needed to implement
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1 our software? The answer is, absolutely not, we cannot

2 do it done, werely on our partners.

3 Q. Why isit you cannot do it alone?

4 A. Primarily it's a business model

5 question. And the reason why iswe are not a services

6 company. We make our revenues and our profit margins
7 are derived primarily from the sale of enterprise

8 application software, not delivery of services. So it

9 isaservice but it isnot our primary business model,

10 and that's why.

11 Q. Inspeaking of implementations, given

12 that SAP has alimited role in these implementations

13 typicaly, isit left to the customer to negotiate with

14 acompany to implement SAP software or does SAP partner
15 with an implementer?

16 A. Typicaly the customer negotiates

17 their implementation fees and services with the partner
18 firm. That is something that we are excluded from.

19 They may want to get some of our consultants on the

20 project, and that is a specific negotiation with SAP.

21 But if they want to deal with IBM or Accenture, they
22 are dealing with IBM and Accenture separately from us.
23 Q. Does SAP play any rolein negotiating

24 those implementation contracts with a client?

25 A. No.
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3 Q. Soyou mentioned that al of the

4 clients have kind of a different way of approaching

5 things, and that requires consultants to come in and

6 kind of help explain how SAP software will work; is
7 that correct?

8 A. Intheir environment to support their

9 business processes.

10 Q. Now, inthis process, are they

11 converting to, | mean, are they maintaining their

12 differences, in other words, is the software they are
13 implementing the same whether it is a national company
14 or multinational company, subsidiaries, dl the

15 different examples you used?

16 A. Without explaining the way our

17 systems are coded, because that's not my area of

18 expertise, at the core, yes, the software is similar

19 and the same. However, the way you configure our
20 systemsto operate in a single Site customer versus a
21 nationd versus amultinational conglomerate is

22 different. Soitissmilar but it can be different

23 based on configuration and what the needs of the client
24 are.

25 Q. So between those three types of
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1 organizations, you have differencesin how it is

configured. How about looking at multinational
corporations just as a group, do they have different
configurations depending on how they run their
business?

A. Yes, they do. One of the caveatsto

make it different is which vertical industry are they

0o N o o0 B~ w DN

operating in? For instance, amultinationa or a

9 conglomerate. A multinational conglomerate that'sin
10 the retail space typically runstheir systems quite a

11 bit different than a discrete manufacturing in high

12 tech. So, yes, the systems have -- at the core the

13 code may be similar or close to the same, but the way
14 they actualy use the system is quite a bit different;

15 and that means their configurations are going to be

16 substantially different.
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24 Q. Soyou think of these as separate

25 categories of product, you have the mySAP Business
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1 Suite as one category, mySAP All-In-One is another

2 category, and then mySAP One is a separate category; is

3 that correct?

4 A. Yes, sure.
5 Q. What ismySAP All-In-One?
6 A. Okay. All-In-One and Business One

7 are products that we've positioned in the market or the

8 way that were going to market are really designed for

9 what we would consider our channels segment. And what
10 | mean by channelsis companies that have revenues of

11 gpproximately 200 million and below in annual revenues,
12 we sdl our solutions through are-seller channel. And

13 the products that redlly fall into that space that they

14 can s, they can try to sell mySAP ERP or Business

15 Suite, but that's a very substantiate sell to a hundred

16 fifty million dollar company.

17 So over the last two years we have

18 developed a smaller solution that's targeted for that

19 segment of companies. And those products are referred
20 to as All-In-One or Business One. So those are

21 products that are designed and targeted for that, the

22 companies of that size.

23 Q. Now, you mentioned these two products,

24 mySAP All-In-One and Business One, these were developed
25 inthe last two years; is that right?
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1 A. We-- SAP acquired a company, and |

2 don't remember the date, several years back, and they
3 have expanded on the functiondity, added some English
4 language and other languages to it in order to tailor

5 this solution to meet the needs of a smaller enterprise,
6 asmdler company, of the 200 million revenue smdler
7 type companies.

8 From afunctiona standpoint, it can

9 sdtisfy some of the same things that a large enterprise
10 company might buy; for instance, financials, human
11 capital, management or human resources, etcetera, but
12 it istargeted for a smaller company.

13 Q. Now, these two products, mySAP

14 All-In-One and Business One, are they two separate
15 products or are they the same code?

16 A. Cannot technicaly answer that

17 question at the code levd.

18 Q. Isit your understanding it isthe

19 same product but just with two different names?

20 A. They are designed to meet different

21 needs of the client. So | would, logic saysthey are
22 different because we're using them in and targeting
23 them differently. Do they share code? I'm sure they

24 share code. What isthelevel? | do not know.
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3 Q. Andthen| believe you just said that
4 they are designed to perform different functions?

5 Could you explain to me, what is mySAP All-In-One
6 designed to do?

7 A.  Without having the list in front of

8 me, | can't even -- at ahigh level | cantell youiit's
9 going to be similar to my other answers, but without
10 having the specifics in front of me, I'm not going to
11 be able to answer the question to your satisfaction,
12 probably.

13 Q. Maybeit'seasertolook at it this

14 way. What do you understand the difference to be
15 between the two products?

16 A. Oneisredly to be, from a positioning
17 standpoint, the way at least were positioning it in
18 our go-to-market plans, where oneisfor asingle
19 entity or asmall entity that's under 200 million

20 dollarsin revenues, to be able to use the product
21 within their enterprisesis one thing. Whereas, we
22 take Business One, it has the ability to actually scale
23 up. And one of the thoughts from a positioning

24 standpoint is for these larger companies that we do

25 business with today, often times we do not have

Knowles 12-03-03



00045
1 software located in alot of their subsidiaries.

2 And one of the thoughtsisto be able

3 to use the scaled-up version of Business One, actually

4 useitin some of the subsidiaries. So if we had to

5 segment where the products could fal, we could

6 actualy say, we could take that product alittle bit

7 up market, maybe even up to a 500 million dollar size

8 company, whereas the other product is really more for a
9 very smdl entity, and what we categoricaly call small
10 entity being under 200 million dollars.

11 Q. Just solI'mclear, mySAP All-In-One

12 isredly limited to this 200 million dollar and below

13 company; correct?

14 A. Correct.

15 Q. And the Business One product currently
16 is, the go-to-the-market plan for thisis limited for

17 this 200 million dollar company; correct?

18 A. Right. Weve not made a determination,
19 but we have looked at trying to position out how we use
20 that with our direct sales force to actually target a

21 lot of subsidiaries of the larger company subsidiaries.

22 Q. Theoption inthe futureisto take

23 this Business One product and market it to subsidiaries
24 of companiesthat are already using the mySAP Business
25 Suite?
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1 A. Right. That might be using a component

2 intheir headquarters operation, but yet maybe their

3 loca subsidiary has a unique targeted need, and weve
4 not been able to satisfy, that maybe use this because
5 it'salower price point and alot less functiondlity;

6 and maybe a subsidiary might be primed to use that.

7 Q. Now, you mentioned you use your

8 channel partners to resell these products, mySAP

9 All-In-One and the Business One. And if they can, they
10 arefreeto aso market the mySAP Business Suite to
11 these companies as well; isthat right?

12 A. Correct.

13 Q. You mentioned that's a pretty

14 subgtantia sell. Could you explain, what's the

15 chalengein sdlling this Business Suite to these

16 smaller companies?

17 A. Theneeds of a100 million dollar

18 company for maybe their supply chain for a small

19 manufacturer makes about a hundred million dollarsin
20 revenue versus the needs of like a multinational

21 conglomerate manufacturing operation. Their needs are
22 going to be substantialy different. To say we would
23 like to take mySAP Business Suite and sdll itto a

24 hundred million dollar company, the price tag and the

25 processes -- it would be overkill to sl to it them.
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1 They would have more functionality. They would be able

2 to maybe grow into a billion dollar company and not buy
3 another piece of software in their life.

4 The problem is, they wouldn't be able

5 to afford it. Too much functionality for a hundred

6 million dollar company. That's the problem. One of

7 our attemptsisto, in order to meet the needs of the

8 lower end of the market, 200 million dollar companies

9 and below, we needed a product that was not asrich in
10 features, asrich in functionality, as big a scale that

11 we have developed with our Business Suite and be able
12 to target it more to specific applications in a much

13 smaller way. So that's why we came up with this

14 product line. That's why we procured the company and
15 have gone to market with these guys.

16 Q. Sothese companies, these 200 million

17 dollar and below companies, their needs are smpler

18 than, say, customers that are using this Suite. My

19 understanding is there's just too much functiondity

20 within the Business Suite for them to be able to use

21 it?

22 A. To benefit from, correct.
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1 Q. Isthe mySAP All-In-One product and

2 the Business One product priced differently than the
3 mySAP Business Suite?

4 A. It'spriced smilar in the way that

5 we priceit but the price point is different because

6 there's less functionality, so you don't have to

7 charge, we do not need to charge as much; but the

8 pricing licensing modd is the same.

9 Q. And so that the prices between these
10 three products really depends on the functionality of
11 the product?

12 A. That's being delivered, correct.

13 Q. Now, you had mentioned, you've got

14 thisline a 200 million dollars and below for a

15 Business One and mySAP All-In-One. Why not sdll these
16 two products to companies above 200 million dollars?
17 A. Asl said before, we were considering
18 taking one of the products up market to, say, 500

19 million, 750 million, and dlowing our direct sdes

20 forceto do that. That's still under consideration,

21 dill isapossbility.

22 | think your question is a good

23 question except that the premise of your questionisa
24 little bit wrong. And the way we look at it is, we

25 have not historicaly played very well, meaning, weve
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1 not gotten enough penetration. We're not satisfied

2 with the business results in the 200 million dollar and

3 below market, and we want to grow that business.

4 In order to grow that business, we

5 had to develop a much, you know, I'll use the smpler

6 term, alighter solution offering for that space for us

7 to get sometraction in that space. That's why we did
8 it. We're not looking at it the other way, the way

9 your question was phrased. And let me tell you why.
10 The reason why is because we know

11 that in the near future we're going to have a pretty

12 incredible competitive threat that's going to start

13 encroaching on that space and growing up market. And
14 we're doing this as a move to hopefully try to prepare
15 for an ensuing battle in that space. And that space

16 is-- and who I'm spesking of is Microsoft. We view
17 Microsoft as a massive competitive threat.

18 And we totdly anticipate, and they

19 have dready entered this space through their

20 acquisition of Navision and Great Plains. And their

21 penetration rate right now based on our business

22 anadysisis greater and better than ours. They have a
23 better distribution channel than ours. They have wider
24 reach, and they have redlly two very good products and
25 channels that aready existed that they acquired. They
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1 arein amuch better position than we are. They are

2 growing up market. We know from a business standpoint
3 we have to go down market in order to prepare for the
4 battle.

5 Q. Andthis battle -- the battle that

6 you've identified isin this 200 million dollars and

7 below market?

8 A. That'sjust the beginning. The

9 battle we would term is the mid-market. So we would
10 say anything below 1.5 billion in revenues is redly

11 going to be the battle ground of the future. And we,
12 from a business standpoint, everything we do from an
13 anaysis standpoint going forward isin preparing for
14 Microsoft to come up market.

15 Q. So Microsoft's threat, just so |

16 understand, Microsoft's threat to SAP isin companies
17 currently in this 200 million dollars and below market;
18 isthat correct?

19 A. Predominantly. But they are growing
20 rapidly and we anticipate their arrival up market very
21 quickly. When | say quickly, | mean, in terms of a
22 life cycle within ayear or two.

23 Q. When you say up market, that's

24 companies 1.5 billion dollars and below; correct?

25 A. Yes, that is correct.
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19 Q. Turning back to these mySAP

20 All-In-One and the Business One products. Y ou had
21 mentioned they could potentidly, your term is, scae
22 up to 500 million dallars and even 750 million dollar
23 companies; correct?

24 A. Depends on their needs, yes.

25 Q. What'sthe problem with using those
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1 products for customers even beyond that; why not use

2 one of these products to, why not sell one of these

3 products to companies with even greater revenues

4 perhaps?

5 A. Agan, it's going to depend on the

6 customer and their needs and their architectural

7 limitations to the way the product is designed. What

8 those technical limitations are from a code standpoint,

9 | can't spesk to, but there are limitations, and the

10 number of thingsit will do or the number of transactions

11 it will process, soit's afunctiondity limitation.
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24 Q. Soyou havean SAP client -- where

25 arethey running SAP? If they are not running it at
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1 the subsidiary -- | guess | don't understand why the

2 subsidiary is not running the same thing as, say, the

3 parent company. What is the difference? Why isthere
4 that digtinction?

5 A. That'savery good question, by the

6 way. If wetake amultinational conglomerate who may
7 be organized, they may have multiple companies. The
8 parent company may be running SAP but maybe two of
9 their subsidiaries or three of their subsidiaries they

10 may be running, because they are smaller subsidiaries
11 and they areralling up to a parent conglomerate, they
12 may be running an older application, the Legacy

13 system. And the price point to solve that need, maybe
14 it'sa 300 million dollar company that's rolling up to

15 this conglomerate.

16 For usto go and sdll Business Suite

17 down to that 300 million dollar company, maybe we were
18 just not very good at it, maybe price point or their

19 needs were not met with trying to tie them into the

20 Business Suite offering that we did of the conglomerate.
21 So one of our marketing thoughts is that we've redlly

22 not, we've done really good penetrating some of the

23 bigger names and the bigger companies, but we really
24 haven't focused and been able to go down market fast

25 enough to serve al of the needs of these companies.
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1 So why not go to that 300 million

2 dollar company and say, we aso have a solution for

3 you. You don't haveto think you're operating this

4 bigger system, we actually have a smaller system that
5 you can use and, you know what, we could probably
6 position out how to tie it into the bigger SAP system,
7 too. That'swhy.

8 Q. Just s0 | understand, you've got the

9 corporate entity, say, the headquarters, and they are
10 running mySAP ERP; correct?

11 A. Yes, correct.

12 Q. But then underneath that corporate

13 headquarters you have a number of divisons at certain
14 companies; correct?

15 A. Sure

16 Q. At each of those divisions they may

17 be running different software than, say, what the

18 headquartersis running?

19 A. Correct.

20 Q. Soisit adifferent group of

21 companies that you may have one company at division
22 one, adifferent company at division two, and then at
23 the headquarters a completely different company,

24 software vendor?

25 A. Absolutely. Weterm that asa
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1 heterogenous environment. Most companies have a

2 heterogenous landscape in place. They do not use one
3 software package often times for everything in al of

4 their entities. We would love for them to do that, by

5 the way, but that is not often the case. So let me

6 give you another example.

7 It is not uncommon for a company, for

8 instance, to say, use SAP for their human resources

9 system in the United States, but yet use PeopleSoft in
10 their European operation, and maybe use Oracle in their
11 AsaPecific operation dl for human resources. For
12 whatever reason, that is atypica heterogenous

13 decision that that company has made. Now, would we
14 like to have human resources globaly for that entity?

15 Absolutely, but that's not normally the case.
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15 Q. Sure. | guessthe question redly

16 is, in marketing to companies above this 200 million
17 dollar threshold, why does SAP have a direct sales
18 force?

19 A. Why do we have adirect saes force?
20 That's an interesting question. The solutions that we
21 <l if | go back to my supply chain example earlier,
22 it would be somewhat unredlistic to expect a channedl
23 partner who is not an employee of our company to be
24 able to walk in and understand the supply chain

25 implications and how our software can help a client
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1 without them being a direct employee trained by SAP,

2 representing SAP.

3 Often times channel partners

4 represent multiple lines of business. They sell other

5 products and services. So to anticipate that they

6 could be an expert or even a functiona, be able to

7 speak functionally about our solution and what it can

8 do would be unredlistic. So we have no choice to be an
9 direct salesforce because what we sell is complicated.
10 Thisis not shrink-wrap software that you buy at a

11 store, you know, in aretail establishment. So that

12 the only way to correctly understand the business

13 implicationsisto have a direct sales force.

14 Q. So this expertise about the product

15 is necessary to effectively market the mySAP ERP or
16 mySAP Financials to a potentia client?

17 A. Absolutely.

18 Q. Andthat expertise can't be redly

19 duplicated with your channel partners?

20 A. Not a the level of depth that is

21 required to properly understand the business

22 implications and the processes.
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8 What is the difference, say, between

9 mySAP Human Resources and then the human resources
10 function in these other products Business One or

11 All-In-One?

12 A. Okay. That'sagreat question. |

13 would need to get you a map, a solution map and

14 actualy be able to show that to you. To say | haveit

15 memorized, | did not, and | do not have it with me. We
16 would need to look at by solution the differencesin

17 functiondity. And that is something that internally

18 we use for our own training purposes. For me to

19 articulateit, | would probably be speaking alittle

20 bit amiss, and | don't want to be wrong.

21 Q. Letmeaskyouthis, is mySAP Human

22 Resources, can it do more than what the human resources
23 function in the Business One or All-In-One product can
24 do?

25 A. Yes ingenerd, yes.
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1 Q. Do you have any idea of how big a

2 difference there is between the two?

3 A. No. Andit would come down to the

4 function, you know. And for meto say, | do not know
5 this, but to say that, you know, the enablement of your

6 eRecruitment capability is existent in mySAP ERP but it
7 isnot in Business One, | cannot off the top of my head
8 tel you that difference right now.

9 Q. Doesthe customer's choice really

10 come down to its requirements, what it wants?

11 A. Yes
12 Q. Thesolutionsit needsto do?
13 A. Yes Typicaly when we work with a

14 client, it's not about what we're trying to sdll them.

15 Wedon't go in and say, here, we have Business One or,
16 here, we have mySAP ERP. Look at everything we do. We
17 do financials, controlling, operations, HR. We don't

18 goinand do that.

19 The approach we take is, we go into

20 the customer and try to work with them on what business
21 process Situation are they dealing with or what is it

22 that they are having the most struggles with? And

23 oftentimesit is, well, | have three things that I'm

24 struggling with and we need to fix. We say, gredt,

25 that's wonderful. What are those three things? What
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1 areimplications of solving those three things? And

2 then go back and say, do we have a solution? Maybe
3 it'sjust one piece of mySAP ERP. Might beitis

4 three, it requires three components of mySAP ERPin
5 order to fix their issues. It's more of that

6 collaborative type sef versus heresalist of al my

7 features and software modules and here's our price;

8 unfortunately it's not that smple of a sdll.

9 Q. Why not, why not smply go in there

10 with your product and say, thisis what we have, this
11 iswhat it does for you?

12 A. Why? Because in each vertical

13 industry each customer in those vertical industries

14 tend to try to differentiate the way they run their

15 business. You know, an exampleis, why isit that no
16 one elsein the world has been able to replicate what
17 Micheel Déell has done? Right? He'sjust got aunique
18 business process, a unique supply chain operation in

19 order to operate PCs, and he gets his cash up front.

20 Why hasn't someone else copied him? Why? Becausein
21 hisvertica industry he's running his businessin a
22 very unique way.
23 Weéll, to say that | can now say that,
24 you know, Compag or HP now owns Compaq, they should run
25 their PC business the same way, they both have supply

Knowles 12-03-03



00066
1 chains, they operate their supply chains differently,

2 they run their businesses around their processes

3 differently. So for usto go in and say, we have

4 supply chain solutions, here's all the features and

5 benefits, would you like to buy it today? That would

6 be amisnomer, because that would mean we would be
7 discounting and trivializing the way they run their

8 business.

9 So it's a competitive advantage for

10 Ddl to run his business the way he's done his way,

11 versus Compag running their business their way using
12 their business processes. So we have to take a very
13 individudigtic sales agpproach in understanding their

14 businessissues, their business needs and business

15 processin order to properly propose a solution for

16 them, because we have to support their business their
17 way inther industry; that's why.

18 Q. Soitsounds like one of the first

19 things you need to do once you contact aclient isto
20 really understand or potentia client rather than to

21 redly understand how they run their business; is that

22 right?

23 A. Yes

24 Q. And each businessis run dightly
25 different?
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1 A. Yes

2 Q. Now, doesthat include -- are there

3 differences between, say, how one company does

4 financials and another company does financials?

5 A. Attherudimentary level? No.

6 Everybody has to agree and abide by GAAP. But there's
7 nuances in the way they might account or recognize

8 revenue, the way they might want to run their expenses,
9 run their, configure their cost of goods sold. There

10 are nuances. And it depends on by industry. Y ou know,
11 the way the chemical industry accounts for certain

12 componentsin their line of businessis going to be a

13 little bit different than the way aretail manufacturer

14 runstheir business.

15 Q. Now, within those -- you mentioned

16 broad industry differences. Going back to the example
17 you mentioned earlier, Dell and Compag, might their be
18 differences between how each of those companies report
19 their financias that is important to SAP?

20 A. Sure, could be. For instance,

21 Ddl -- I'm not speaking as an expert on Ddll, just

22 know that up front, people -- but for Dell, they may

23 procure al of their parts from out-source vendors,

24 whereas Compag who now that HP owns them may actually

25 dill manufacture alot of their components. So the
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1 way they are going to account for their in-process

2 manufacturing of raw components to go into their

3 product is going to be quite a bit different than the

4 way Michadl Déll is going to have to account for using
5 asourcing modd. They haveto roll-up numbers. The
6 way they do it is going to be different and the

7 process, the way they do it, is going to be different,

8 and these differences between not just industries but

9 between companies.

10 Q. Those differences have implications

11 on the software you provide them?

12 A. Oh, asolutely. Again, that comes

13 down to maybe the same solution financials,

14 hypothetically, but the way we configure it to work and
15 configure the processes and the transactions to flow

16 are going to be different.

17 Q. Intermsof mySAP Human Resources, we
18 darted this discussion on them.

19 A. That'sfine

20 Q. You've had these discussions with a

21 potentia client to try to understand how their

22 business works and what are their problem areas;

23 correct?
24 A. Okay.
25 Q. From there you mentioned you have to
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1 configure it differently. What does that configuration,

2 just using Human Resources as an example, what does
3 that entail, what do you need to do?

4 A. That'satechnical question. So at

5 the code level and how you actualy implement it, that
6 isnot my leve of expertise. | would probably be

7 misspeaking if | tried to answer it correctly. | would

8 say that's atechnical question for atechnical

9 expert.

10 Q. But those are important questions to

11 understand if you're going to sell software solution to
12 acompany?

13 A. To meet the needs of that client,

14 that specific client, yes. At ahighleve | can give

15 you an example though for human resources. Part of our
16 human resources is employee self-service. And thisis
17 with dl the privacy laws that are beginning to take

18 place, employees need to have the ability to update

19 their information, their address, their persona

20 information, things like that.

21 Human resources and alot of the

22 privacy laws are saying that employees should be able
23 to modify hisor her information themselves without
24 having to go to someone in the company or HR, because

25 that's private, that's confidential information, the
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1 employees should be able to do that themselves.

2 To enable employee self-service for

3 dl the employeesin the company is going to require a
4 configuration different type of setup to enable that to

5 happen in the system versus the company that says, well,
6 we just got a centralized human resources department
7 and we're going to use a bank of, a call center

8 environment. And if an employee needs to update a

9 change of address, they can call this 800 number, and
10 the human resources professional or the call center

11 agent can update that information. Oh, the end result
12 is dtll the same, right? Change of address, processed.
13 The configuration to support employees doing it

14 themsdves versus acal center environment doing it is
15 didtinctly different. So our systems have to be set up
16 or configured to do that in a different way. That

17 would be the high level configuration difference.

18 Q. You described the kind of different

19 functions, at least at a broad level, of what human

20 resources does. Could you do the same for mySAP
21 Financials, what are the sorts of functions that that

22 performs?

23 A. Atahighlevel you have traditiona

24 cost accounting or accounting. 'Y ou have controlling or

25 budgeting processes, you have management reporting, so
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1 performance against budget; capital management which

2 dedswith how you are handling, | think, your debt
3 financing, your debt equities.

4 Q. Sothose are some of the functions

5 that the mySAP Financia solution provides?

6 A. Correct.

7 Q. And then there's nuances depending on
8 what customer you're serving?

9 A. Correct, how they want to account for
10 their revenues and expenses, yes.

11 Q. And so to some extent each solution
12 that you provide is unique in the sense of how it is
13 configured for that client's needs; correct?

14 A. Correct. And for that particular

15 client and dso by industry.
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4 Q. Just cycling back when we were on the

5 subject, when we were talking about some of the

6 differences, you had mentioned, well, the 200 million

7 dollar company and below has much different needs today
8 than amultinational corporation; correct?

9 A. Traditionaly, yes.

10 Q. Sothat the multinational corporation

11 has needs that are much different than, say, what a

12 smdl business, a 200 million dollar and below company
13 would have?

14 A. Intheway we work with them, that is

15 usudly our findings. But let's use the previous

16 example again. Let's say a 200 million dollar company,
17 we -- they have an HR need -- today our product line
18 for that area would say, you know, we can handle your
19 payroll processing and employee information catal og,
20 that information for your employees. If they came to
21 usand said, what we really need is an eRecruitment
22 process, we realy want to do that or we want to do

23 something else, that would be broader than what the
24 Business One product could offer. If that's really

25 their business process issue that we need solved, then
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1 we're probably going to have to talk about Business One

2 and something else or maybe mySAP ERP but only sdlling
3 the HR function; so it depends.

4 Q. Let'sfocus on the multinational

5 corporation. What are their needs? Y ou mentioned

6 these corporations, and you said they have different

7 needs. What exactly are those needs?

8 A. ltvaries. It dependson their

9 solution. If welook at --

10 Q. Let'slook at HR, for example, if

11 they are looking for an HR solution, what is it that a

12 multinational corporation needs?

13 A. Okay. Theway we architect our

14 solutions are based on what we anticipate the market

15 needing on and/or what customers told us they need. Do
16 we handle every need they need? No. But, in general,
17 for human resources, you're going to be looking at

18 employee services, employee salf-service, manager

19 sdf-service, meaning the manager needs to manage their
20 employees and have access to reports for them.

21 Second is payroll processing, people

22 need to get paid. Third would be the analytics around

23 work force management. And the fourth general category
24 for HR would be human capital management in the

25 acquisition of talent, so that the talent pool, hiring,
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1 firing the management of compensation plans, performance

2 appraisals, reviews, those types of things. Those are

3 four general categories. Under each of those categories
4 theresalitany of things we do, but those are the

5 broad ones.

6 Q. Now, are there unique challengesin

7 looking at a company with operations globally; you have
8 these four general areas, but those four general areas

9 might be shared by a number of corporations and they
10 might not be multinationa?

11 A. Correct.

12 Q. Looking at the multinationa company

13 globaly, are there unique chalenges, specifically,

14 looking at human resources first?

15 A. Based on human resources laws, without
16 trying to understand each of the laws and the countries
17 that we operate, there are different laws, for instance,
18 benefits management, and what you have to provide for
19 your employee differ based on country. So the way we
20 would account for that, the software, the way we would
21 actually manage that in the software would be dependent

22 upon that; so, yes.
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8 Q. Aretherechalengesin designing a

9 software to perform that sort of function, to perform
10 reporting or following human resources functions
11 throughout multiple divisonsinto a single entity?

12 A. Yes Thatisa--itcanbea

13 complicated process.
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5 Q. Looking at HR, what are some of the

6 things you would have to track globaly, what does the
7 software have to be able to handle globally?

8 A. If wejust think on the payroll side

9 of the process, each region that we operate in different
10 countries have different requirements surrounding what's
11 taken out of the person's paycheck, whether it be

12 Socia Security or the equivaent in a European

13 country, the taxation tables are usualy locdized,

14 state and local taxes or state and local fees are

15 usudly locdlized and changed sometimes on a yearly
16 basis. So those things are changed readily and have to
17 be updated in the systems in order to make sure payroll
18 processing occurs correctly.

19 To use your other example of

20 financias, when we roll-out financias for multiple

21 countries typically the financia systems have to

22 support the local currency at the operation, but yet

23 when you roleit up to the parent head, it hasto be

24 converted into local currency for financial reporting.
25 Soif you have a U.S.-based operation, everything will
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1 be converted to U.S. dollars for reporting.

2 Q. Sothe mySAP Human Resources package,

3 firgt, that will alow you, if you're agloba

4 corporétion, to track payroll benefits administration

5 inanumber of different countries?

6 A. Absolutey.

7 Q. Isthat achallenge to the software,

8 isthat difficult to do?

9 A. Yes, that's difficult to do, because

10 not only isthat the function that has to be devel oped
11 or built to do, but we aso have to internationdlize

12 the software, which means we have to develop the

13 software in the local country language. So it's not

14 only that it's HR, it's HR written in your language, in
15 French, but yet in the U.S. it's delivered and viewed
16 from the U.S. employees language, but yet the process
17 is, we still account for certain pieces of information
18 on an employee, whether they are in France or in the
19 U.S,, and we have payroll processing requirements for
20 French employees and U.S. employees.
21 So it's actualy two different
22 levels. Oneis, how do you interact with the software
23 and the ability to make sure it's communicating with
24 you correctly from a language perspective? And then
25 underneath it, in the operation of the process, be able
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1 to handle the French requirements versus the U.S.

2 requirements versus the Canadian requirements. | would
3 consider that pretty complex, yes.

4 Q. And those two kinds of areas that you

5 havejust identified, those are demands that

6 multinationals need from their software. Let me

7 rephrase. | apologize.

8 Y ou had mentioned, first you have

9 thislanguage difference, and then underneath that

10 there's the way the processis and how it is reported

11 in each country?

12 A. Correct.

13 Q. Andthis creates certain demands on

14 the software?

15 A. Correct.

16 Q. That'snot easily, it's not easy to

17 develop those sorts of funtiondities?

18 A. I'd be careful in using the word

19 saying, not easy. It really comes down to, in the

20 software world, afunction of time and money. You can
21 dmost do anything if you have enough time and you have
22 enough money to do that. We happen as SAP to develop
23 our software, and we handle, | can't remember off the
24 top of my head say, 35 different currencies or 28

25 different languages, I'm not positive of the real

Knowles 12-03-03



00086
1 numbers, but then of course alot of it isin English,

2 and some countries gill rely on the use of English if

3 we don't support their local language. But, yeah, is

4 it difficult? No. It requirestime and effort.

5 So, | mean, if someone wanted to and

6 they only had English today, and they wanted to develop
7 aFrench language and understand the French laws, then
8 it requires then to go to France and make sure they

9 develop the code to support French language and French

10 laws.
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9 (Exhibit No. Knowles-4 "Lawson Attack
10 Plan 2004," 12 pages marked for ID.)

11 BY MR. ANDEER:

12 Q. I'dlike to show you a document, and

13 I'll mark this as exhibit number 4. Mr. Knowles, I'd
14 like to hand you a 12-page document entitled, "L awson
15 Attack Plan 2004." I've labeled this as Knowles

16 exhibit number 4 for identification.

17 A. Yes

18 Q. Do you recognize this document?

19 A. Yes

20 Q. And can you describe this document?
21 A. Yes | can. Thisisapostioning

22 document that we have internally inside SAP. And what
23 we do with this document is, we compile it through our
24 market intelligence team in order to help our

25 sdespeople sl against Lawson.
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1 S0 in a comptitive Situation, when

2 they go up against Lawson in asale, that we know

3 about, sometimes we don't, that we know about, these
4 are the things that we have gained from insight from
5 previous sales cycles and/or publicly-held information
6 that we have gathered to try to arm our salespeople
7 with the information to differentiate SAP versus

8 Lawson.

9 In this document, as you can see,

10 thereis, we take -- point out positions, we position
11 what isour strength and what -- list the weakness of
12 Lawson and categorize that as an attack position;

13 that's their weakness.

14 Q. I'dliketo turn your attention to

15 page 3 of this document. And the heading is,

16 "Positioning Against Lawson," and there are several
17 points underneath.

18 A. Okay.

19 Q. Looking halfway down the page under
20 "Issue" it says, "Only six percent of Lawson revenue
21 isfrom international operations.” Underneath that it
22 reads, "Attack: Lawson talks about global expansion
23 but has failed to execute."

24 A. Okay.

25 Q. What is meant by Lawson talks about
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1 globa expansion, what do you understand that to mean?

2 A. By theway, thereferenceis 58
3 languages there. So | stand corrected.

4 Q. Youretaking there, when you say 58
5 languages?
6 A. That'sthe strength. We have 58

7 language support. What this meansis, in our analysis

8 of Lawson, either from speeches that they've given or

9 publicly-made available information or reports that

10 have been written or magazine reports, or maybe even
11 sales cycles where we've got firsthand knowledge from a
12 client, we have been told that Lawson talks about

13 globd expansion, meaning they are going to enable

14 other country support: they are going to grow; they

15 have aggressive growth plans to go international.

16 And we have found that to be wesak,

17 becauseif we look at their revenues and the way they
18 report their earnings, they clearly state that, you

19 know, approximately six percent or less of the revenues
20 come from outside the United States. So we adjust find
21 that as a contradictory statement. So the position why
22 itishereis, not that we want to call that into

23 question in asales cycle, what we wanted to is

24 position to tell our sales people that when they arein

25 asdescycle, especidly if they happen to have
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1 operationsin agloba scale, and they are looking at

2 Lawson, that's a question that should be at |east

3 asked. And we should position our strength.

4 Our strength is, we have a global

5 reach, 120 countries, X-number of installations,

6 support 58 licenses, we understand the global needs,

7 and we're in a better position to serve your needs than
8 Lawsonis. That'sthe way it is positioned.

9 Q. And postioning yourself against

10 Lawson thisway, do you similarly position yoursdlf

11 against PeopleSoft in the same way in terms of

12 PeopleSoft, say, taking out Lawson, PeopleSoft, talks
13 about global expansion but has failed to execute?

14 A. Wewould probably not make the same
15 type of declarative statement on PeopleSoft in that way
16 because PeopleSoft has expanded. We would actually
17 spinit alittle differently. We would say, PeopleSoft
18 has expanded and, but actually in recent years they've
19 actually withdrawn from some markets, from what we can
20 tell, they've cut their support for some international

21 work. And we would probably actually say they have
22 tried to re-entrench.

23 Q. Butthey certainly have alarger

24 footprint than what Lawson would have?

25 A. Absolutely, that's why we wouldn't
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1 make this statement.

2 Q. Substitute that with Oracle. Oracle

3 talks about globa expansion but has failed to execute,
4 would that be a statement that you would try to position
5 yourself?

6 A. No, wewould not make that statement

7 about Oracle at al. We would say, Oracle has done a
8 fairly decent job expanding globally, but what they

9 havefailed to execute on is meeting the needs of the
10 local market. They've not done avery good job meseting
11 the local needs of the country that they are operating
12 in; and we would cal that into question.

13 And we would actudly call into

14 question their track record. Look at our track record,
15 we've consistently grown, invested, expanded into other
16 countriesin order to meet the needs of our clients.

17 Can Oracle say those three or four things in the same
18 sentence? The answer is, no. That's the way we'd
19 pitchit.

20 Q. Intermsof this postioning against

21 Lawson, what type of client would you make this

22 datement to; isit the multinational corporation

23 that'slooking for agloba roll-out?

24 A. Anyone that's operating outside the

25 United States, we would probably be inclined to make
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1 the statement. Again, the way this positioning

2 document is used, it is used as a sdles and training

3 ad internaly and as for reference. Itisup tothe

4 account, up to the account executive to determine what
5 they say or how they positioned SAP inside those sales
6 cycles.

7 We don't actudly say, use this only

8 inthisstuation. So understand that as the backdrop.

9 Looking at, you know, the way we've compiled this

10 information, anyone that has operations outside the

11 United States or around, that are operating in multiple
12 countries, to me this would be fair game to cal into

13 question what is going to be their support.

14 Q. Looking at the next page, page 4 of

15 exhibit 4, the first point: "Lawson offers solutions

16 for few industries.

17 "Attack: Lawson does not offer

18 solutions for manufacturers.”

19 A. Correct. They don't.

20 Q. Soisthisto say that, | mean, first

21 let'stake the first thing. What is the relevance or

22 significance of the fact that Lawson offers solutions
23 for few industries? And | ask with respect to how SAP
24 ispogitioning itself versus Lawson.

25 A. It would depend upon the sales cycle
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1 inthiscase. If itisn't -- Lawson attempts to --

2 typically where this would come up is, Lawson would

3 attempt to sall their solution to maybe a company that

4 they've, or to acompany and an industry that they've

5 redly not supported.

6 For instance, they offer financials,

7 and maybe they think they are redlly good at financids,

8 and maybe they are, but the needs of say a chemical

9 company in financias, maybe they are trying to sdll to

10 this chemical company. If we were up against Lawson in
11 that sdles cycle, we would say, why would you go with
12 Lawson when, one, Lawson doesn't redlly have their

13 software devel oped to serve the chemical needs, your

14 chemical needs? They don't realy understand your

15 industry. And, as a matter of fact, all of their

16 businesstypicdly isin these other industries,

17 typicaly service related industries or healthcare.

18 Now, if you're going to make a

19 choice, Mr. Customer, who would you rather go with,

20 with someone who actualy understands and is associated
21 with vertical industries, such as ourselves, 23, and/or

22 someone who has alot of deep experiencein the

23 chemical industry, such as SAP? Who are you willing to
24 invest and risk doing business with in choosing a

25 partner for the future? That's kind of how we would
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1 usethat as a position.

2 Q. Inworking through Knowles exhibit 4,

3 I'd like to turn your attention to page 6 of this

4 document. | believe thisis a point we talked about

5 earlier in terms of SAP'sinvestment in research and

6 development. At the top of the page it says, "Issue:

7 Lawson's spent far less than SAP and R& D, parentheses,
8 $53 million.

9 "Attack: Lawson spent 14 percent

10 less on R& D over the past year."

11 And, finaly, "SAP Strength: SAP

12 spends more money on R&D than any other business

13 application vendor."

14 Looking first at the significance of

15 Lawson's spending on R& D, which in this document says
16 53 million dollars, what is the relevance or significance

17 of that figure in positioning SAP in competition with

18 Lawson?

19 A. Theway that thisisused for

20 positioning purposes is not so much the issue asit is

21 the attack line. What we have seen with Lawson is that
22 they have actualy curtailed their R& D spend over the

23 years, whereas SAP has on average consistently increased
24 our R&D spend as a percentage of our revenues. The

25 fact they've reduced their spend by 14 percent in one
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1 calendar year should be asigna and to a client should

2 be aconcern, how serious are they willing to continue

3 toinvest to improve their products?

4 The argument is, SAP has not had a 14

5 percent declinein any one year. It has consistently,

6 from atrend line perspective, increased our R& D spend,
7 which basicaly says we are more committed to our

8 customers, more committed to the products, and are

9 willing to put more money behind it to be make sure we
10 deliver the best enterprise application software in the

11 world.

12 That would be the way we would

13 pogtion it, not so much the fact they spent 53 and we
14 spent 910 million. That's not a fact, that's just

15 scde. Thefact is, what isimportant is what they've

16 just done. So the reason we position it is to say, how

17 committed are you to make a decision for Lawson when
18 they are not even putting the dollars behind that

19 product to improve it, Mr. Customer? That's the way we
20 would position it.

21 Q. And are customers -- what has been

22 customers reactions to that message from SAP; is that
23 something they find significant?

24 A. Some customersit resinates very well

25 with, some customersiit's just another data point.
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1 Again, any one of these issues dash attack positioning

2 things could be criticd. If you have a buyer, you

3 know, buyer sdlection and buyer mind-set, you may have
4 someone that's really a high end technical guy that

5 believesin R&D, lovesto talk about R&D. To him or
6 her R&D isredly important. Well, then our sales

7 person should be smart enough to say, wow, | should

8 probably be hitting on this point versus someone who

9 could care less about R&D. It just al depends on the
10 sdescycle.

11 Again, in Lawson's case, thisisa

12 relatively fresh document. From a competitive

13 standpoint, we don't -- since they don't handle

14 manufacturing or typically selling to manufacturing, we
15 don't see Lawson like everyday. | mean, Lawson is very
16 specidized, they have avery good solution set for the
17 vertica industries that they serve.

18 Q. Looking at this spending and

19 reductionsin spending at Lawson, and referencing the
20 earlier point on their talking about globa expansion,

21 doesthisfigure have or this 14 percent reduction have
22 any impact on that sort of message?

23 A. Sure. We would combine the two

24 points together, depending on the sales cycle, to use
25 that. We would call into question, maybe that 14
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1 percent was to cutback on maybe some devel opment work

2 that they were planning to expand. | don't know.

3 Maybe you should be asking Lawson that. That's the way
4 we would position it. Mr. Customer, we haven't done

5 that. | don't know Lawson's business but my information
6 tellsmethey've actualy cut back on their R& D spend.

7 Maybeit'safair question for you to ask. We want you
8 to beredly comfortable with the decision you're about

9 to make, Mr. Customer.

10 Q. Soif Lawson was serious about

11 expanding globally, you would expect a higher spending
12 in R&D?

13 A. Wewould see -- we should see a

14 postive trend line going up.

20 Q. The"Attack: Lawson focuseson

21 mid-market, North American centric businesses.

22 "SAP's Strength:  SAP has long had

23 the reputation for being the most scalable ERP system
24 on the market. Its highest sales and distribution

25 benchmark clams 47,528 users with transaction times of
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1 under two seconds."

2 A. Correct.

3 Q. Starting with the first point issue,

4 looking at the point, scalable, | know we defined the

5 term earlier, but isit the same definition here; what

6 do you understand the meaning of "Lawson's solutions
7 arenot scalable'?

8 A. Thisgoesto architecture in the way

9 they build their product. The way we position Lawson
10 inthisissueisthat -- and we do not have Lawson's

11 benchmarks, but that's why we didn't write it -- but

12 inherently Lawson's technology, and the way they've
13 architected their product, they are limited to the

14 number of usersthat their systems can support, and the
15 speed at which they can process transactions through
16 their system.

17 So can they handle 47,000 users on

18 the system and give a response time of less than two
19 seconds? Answer is, no, absolutely not. What is their
20 responsetime? I'm not sure. Maybe it's 10 seconds.
21 Maybeit'saminute. Maybe they can only handle up to
22 2,000 people, but they can't handle 47,000 users on the
23 same system at the sametime. So the way they've
24 architected their product, because they made an

25 architectural decision in way they write and develop
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1 their code, has created a capacity limitation for how

2 their software functions and which business processes
3 and the number of transactions those processes can

4 handle.

5 That is alimitation, a capacity

6 limitation that they've designed. They made a

7 drategic choiceto do it that way. All were doing is

8 saying, they are limited, you cannot grow and scale up
9 your organization. So if you have a customer that's on
10 agrowth acquisition binge, and they need scale or they
11 have alot of employees or alot of transactions they

12 are going to process, this would be a weskness, and we
13 would need to point that out.

14 Q. Judstintermsof scale-ability, this

15 would be relevant to human resources?

16 A. Human resources, financials.

17 Q. Acrossthe board?

18 A. Acrossthe board.

19 Q. Soadl of their products have these

20 scae-ability limitations?

21 A. They have scae-ability limitation
22 based on the architecture of their product, that is
23 correct.

24 Q. You mentioned the architecture for

25 Lawson has these limitations. And we've talked about a
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1 couple of other vendors. Do you know whether this

2 would be an issue that you would raise in a competition
3 with PeopleSoft?

4 A. Itwould not be nearly the issue with

5 PeopleSoft or with Oracle because their architecture,
6 from what | understand, their architecture is quite a

7 bit differently; they can handle alot more transactions
8 at a much faster rate.

9 Q. Intoday's marketplace, isit an

10 issue you would raise if you were positioned against
11 Microsoft?

12 A. Today, yes, we would use that as an

13 argument against Microsoft. Microsoft's Great Plains
14 product, Navision product is limited. They have a

15 scae-ability issue. They are designed for one,

16 two'zs, three operations. They are not designed for an
17 enterpriseyet. If you look at their R& D spend, that's
18 atotaly different animal. We would project their

19 spend to be substantialy increasing, and that's why we

20 aretracking them as a serious competitor.
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14 Q. Firgt, could you kind of explain,

15 what isinvolved with configuration; can you describe
16 it?

17 A. Only a the crude level. | mean, the

18 technica terms and explanation, that's more on the
19 consulting side. | will not be able to actudly tell

20 you the detail. Only thing | can tell you isthat from
21 aprocess standpoint, if you need to configure

22 different types of transactions and the way they flow
23 through the system, that is a configuration issue.

24 Now, the depth by which how you actualy go into the

25 code and configureit, | cannot tell you that.
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1 Q. But you have an ahility, looking

2 first a mySAP Human Resources, you can conform that to
3 the buyer's business practices?

4 A. Correct.

5 Q. Andfor mySAP Financids, you can

6 conform that software application to the buyer's

7 business practices?

8 A. Correct.

9 Q. Looking at some of the products we've

10 looked at earlier, Business One and mySAP All-In-One,
11 can you configure those products?

12 A. Business One, you can configure it

13 dightly. It's severdly limited, for instance, in HR

14 it only does the two functions. So it's very limited

15 in functioning. All-In-One, it's not designed to be

16 configured. It's designed to be an out-of-the-box

17 solution. You know, it's beyond shelf ware, | mean,

18 shrink-wrap software, but it is designed to be operated
19 out of the box. Thisiswhat it does. It doesA to Z,

20 and if you want to change things, it's really not

21 designed for changing. Business Oneis, you know, semi
22 configurable, and then everything ese is, you know,

23 highly customized and configurable.

24 Q. Intermsof the ability to configure

25 Human Resources applications or, say, Financials
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1 applications, does it require, doesit put certain

2 demands on the way you architect your software?

8 A. Configuration -- | may be alittle

4 off onthis, but | don't think I'm going to be too

5 far. Theway our software is architected, our

6 technology platform, etcetera -- that's one set of

7 decisons. Configuration is the ability to modify the

8 way atransaction moves through the system. That is
9 part of our foundation for the way we architect it, but
10 it isnot core to the architecture. So that is the

11 best answer | can give you.

12 Q. Now, I've aso heard another term,

13 and perhapsit is the same as configuration and perhaps
14 itisdifferent; if itis, I'd like you to explain it.

15 Customization, is that something different than

16 configuration?

17 A. Traditiondly it's considered

18 different. Configuration is enabling processes to do
19 different things or to move through the systemin a
20 different way. Customization is when you want to do
21 something that is outside a configuration that is

22 unigque, where we need to write additiona code to make
23 the software do something; maybe it's a specia

24 gpplication that the client wants us to enable that we

25 don't have in our standard offering today. So, yes,
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1 they are different.

2 Q. Andisthe mySAP HR agpplication, is
3 that customizable, can you customize that to, say, a
4 customer's demands?

5 A. You can customize any piece of code
6 to acustomer's demands.

7 Q. Isthat something SAP does regularly?
8 A. Yes. We have an organization that

9 writes customer code for customers.

10 Q. Andthat's HR Financials across the
11 board of the suite?

12 A. It doesn't -- it's not dependent upon
13 thetitle, it's based on the need of the client. We
14 don't cdl it anything. It'sjust, you know, what is
15 it you need us to do that we don't currently do today?
16 Well develop it for you.
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8 Maybeit's helpful to look at some of

9 these other areas. In terms of banking, what are the
10 opportunities there, and what has your analysis told
11 you about that market?

12 A. Okay. Bankingisagrest opportunity.
13 We are not, as you can tell by what we anticipate

14 getting revenue out of there, it's less than amillion

15 dollars, soit's not avery good operation for us. We
16 have banking solutions around the world that serve
17 other world clients adequately. However, the United
18 States for whatever reason has unique needs that our
19 solution does not compute.

20 Asan example, if | recall correctly,

21 there'saneed inthe U.S,, for whatever reason

22 Americans like to have average, we run our banking
23 operations based off of average daily balances, and
24 that's how we compute fees in the banking environment.

25 Weéll, our software is not designed to compute average
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1 daily balances for whatever reason, because that's, you

2 know, in Europe that's not the way they run their

3 banking operations. We do need to remember we did grow
4 out of a European centric need development organization.
5 So can we sl a banking solution?

6 Not redly. Now, can we sdl them financials for their

7 owninternal use? Yes. However, there's other

8 competitors out there that can solve or commit to

9 solving the banking needs far better than SAP today.

10 Isthat an area where we think we can compete? Yes,
11 but it requires more investment on our part to redly

12 be acontender in banking. And we've just not made

13 that investment yet. We sdll into banking on an

14 opportunigtic level.

15 Q. You had mentioned that it takes some

16 investment to, at least in the banking areg, to tailor

17 your solution to American banks needs.

18 A. Correct.

19 Q. What kind of an investment are you
20 taking about?

21 A. Development investment, typicaly.

22 Q. That'stime and money?

23 A. Timeand money. We have to take so

24 many developers and pay them to devel op the requirements
25 and the solution to meet the local banking needs, and
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1 that is, that's a business case. How much time and

2 money does it take and what is our opportunity cost to
3 do that? Because we only have so many developers. We
4 would have to pull them off other projects to customize,
5 to make it work for the U.S. What does that cost

6 versusif they did that in development back in Germany
7 or wherever and developed it to us, how much revenue
8 can we get and how fast can we makeup that cost

9 differentia? So how quickly can we recover our cost
10 from areturn?

11 Based on the way we see other

12 opportunities in the landscape here, in the United

13 States, one of our elements of determination is,

14 banking represents an area of growth, but we can get
15 growth in other areas, so | think welll focus our

16 attention on other areas. But if a bank realy wanted
17 to do business with us, well do business with them if
18 they are willing to make the investment. Soit'sa

19 trade-off for us.
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12 Q. Returning to these emerging markets.
13 Banking | believe you described as kind of an

14 opportunistic market, that is, if an opportunity

15 presentsitself to SAP, you'll take advantage certainly,
16 but it is not an areathat SAP has decided it redlly

17 wantsto invest?

18 A. Correct.

19 Q. Isthat true for some of these other

20 markets listed here?

21 A. Yes Opportunisticaly we, the

22 industries we view opportunitically are hospitality,

23 transportation, healthcare, and all financial services
24 companies, with the exception of, | can't remember the

25 breakdown for financia service, there's one category
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1 infinancia services that we don't chase.
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11 Q. Solooking at thisfirst bullet

12 point, "Reputation for being costly and difficult to
13 implement,” | guess the first question is, what does
14 that mean?

15 A. Were usualy higher priced and our
16 solution is more complex than other solutions, and it
17 requires extra effort to implement it; in certain

18 cases, depends on what you're implementing, that's

19 true.

20 Q. Andinwhat casesisit true?
21 A. It depends on the Situation.

22 Q. Arethere certain situations that

23 jump to mind in which this would be an accurate
24 dtatement?
25 A. Nonethat | canrecal. Again, it's
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1 the reputation, it's what we're being told. We don't

2 necessarily believe it ourselves, but we tend to be on

3 the higher side of the cost, at least in the past we

4 have been, not in the last couple of years, our costs --
5 our pricing has come under pressure. So, no, | mean,
6 the way we work with our salesforceis, these are

7 perceptions that have to be oversold in asales cycle,

8 because these are, you know, we tell sales guys, this

9 iswhat the customer's mind-set is being viewed like.
10 You're going to be sold: SAP, |

11 don't even want to consider you because you're too
12 expensive. SAP, you're hard to implement, don't even
13 want to go there. These are the things the sales guys
14 haveto learn to sdll around.

15 Q. Thesearedtill, specificaly looking

16 at this, thisis still a perception that exists today

17 in the marketplace?

18 A. Sure

19 Q. Isthis something that, say, your

20 competitors, Oracle, PeopleSoft, might use against SAP?
21 A. Oh, absolutely. Yeah. And the

22 reason why we put it hereis that, for instance, if

23 PeopleSoft goesinto a sales cycle versus us, often

24 times what we anticipate and what we think we know is

25 that PeopleSoft will go in and say, look how easy our
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1 sysemis, look how easy it isto implement, look how

2 fast we can implement it. SAP, one, it's going to cost
3 you alot more, and it's going to take you alot longer
4 to get it operational.
5 That's why, from PeopleSoft: That's
6 why we're a better company; that's why we have a better
7 solution; you should buy it from us. Thank you very
8 much, Mr. Customer.
9 That's the trap they are going to try
10 to sdl against us. We put this out and we work our
11 sales people, thisis the trap we anticipate PeopleSoft
12 using againgt it, so be prepared to sell around it; and
13 if you have an objection, how to overcome that objection.
14 Q. Sothisdtrategy on the part of
15 PeopleSoft and others has been at least somewhat
16 effective?
17 A. It's been effective to pose

18 uncertainty in deding with SAP.
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23 Q. I'dliketo ask you afew questions
24 about the sales cycling topic we kind of touched on a
25 few times. Maybe as afirst step, maybe you could
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1 identify or describe the steps involved in the typical

2 sdescycle, and perhaps it might be useful just asa

3 frame of reference to use a multinational corporation.
4 S0 to just flush out kind of the

5 example, you have a multinational company going to

6 market for HR for financials. What are the steps from
7 beginning to the end?

8 A. First and foremogt, there is not a

9 typica sdescyclein the enterprise application

10 software space. So | wish there was because it would
11 make our livesalot easier. However, I'd like to at

12 least give you a genera description of some of the

13 sepsthat we would normaly go through.

14 In your example I'm going to assume

15 that in thisamultinational corporation, that the

16 headquartersisin the U.S,, and the decision-maker or
17 the decison-making processis actudly inthe U.S. Is
18 that acceptable?

19 Q. Absolutdly.

20 A. Okay. Our account executive usualy

21 isthefirst person to get into the company, and our

22 traditiond line of business approach is to work with

23 the CIO, chief information officer of the company, CIO
24 or CTO, chief technology officer. That's SAP's

25 strength, that's who we have most of our established
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1 relationships with, that's who we speak to most

2 fluently in understanding his or her needs. And it

3 would be their responsibility to be the one to go and

4 procure an HR or afinancia type system.

5 If it'safinancia system, another

6 key influencer, and could even be the ultimate

7 decision-maker aong with the CIF would be the CFO, so
8 it would be up to our account executives to, one, work

9 areationship with the ClIO and the CFO in order to

10 understand what are their needs specificaly around the
11 financias solution that they are looking for. Again,

12 financialsis a, we have a suite of things our

13 financia solution can do. So they may not need dl of
14 that, they only may need a certain component, a certain
15 part of it. They may only be dedling with trying to

16 solve two or three problems versus, you know, replacing
17 their whole system. It just depends.

18 The goal, the role of the account

19 executiveisto basicaly digtill that information down

20 to find what is the key motivation and the key decision
21 driversthat is motivating this account to select a

22 financials package. In this case this being a

23 non-governmenta entity, more than likely they do not
24 have an RFP. RFPswould be nice in this case because

25 they tell you what the problem is, they tell you what
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1 they are looking for, and alist of criteria that you

2 haveto have to work againgt. In this case usualy the
3 RFP does not exist in the early stages.

4 So it would be up to the accounting

5 executive to map to those two individuas insde the

6 company and to also work with their respective

7 departments to understand their needs.

8 At some point the sales cycle at some

9 point, maybe it's a month, maybe it's two months after
10 multiple discussions, multiple contact, multiple

11 meetings, at some point the account executive needs to
12 make a determination and find out as best as he or she
13 can: One, does that company have budget to procure?
14 Who the decision-maker is. What is the criteria by

15 which they are going to make adecison? And, last,
16 what istheir time frame?

17 Based on those four areas or four

18 metrics, it is up to the account executive then to

19 determine when to engage additional resource. And
20 additiond resources could include and are not limited
21 to maybe bringing in an industry principal, because

22 maybe it's afinancid solution for a unique industry

23 that maybe the account executive is not that

24 comfortable with because he or she doesn't have a lot

25 of experience.
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1 So they may call in an industry

2 principal who happens to be a functiond vertical

3 industry expert, al | know is chemicas, | know

4 chemicals forwards and backwards, and | know how the
5 financias are used in achemical company like that.

6 They might bring in an industry principa to help out

7 inthesdescycle. And at some, then at some point

8 they are going to decide when is the best time to build

9 ademonstration and put the customer in front of a

10 demonstration.

11 The key for the demongtration is the

12 set-up, meaning, we do not want to bring a client into
13 ademondtration and show the client everything our

14 solution does. We would rather show the client exactly
15 the business process they are trying to solve and how
16 we addressthat issue. So identifying all these needs
17 up front helps us to then only demonstrate what the

18 customer needs to answer their question.

19 So a some point there's going to be

20 ademonstration; that demonstration often times is done
21 on-site, maybe 50/50, and the othersin our offices.

22 During this demonstration process at some point the

23 account executive with his or her manager will need to
24 determine with the client who is their implementation

25 partner, who do they have a current relationship with?
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1 Ifit'sIBM, if it's Accenture, who have they used in

2 the past for smilar situations?

3 Itisat this point that we would

4 normally have the account executive and/or his manager
5 maybe reach out to the partner, Accenture and IBM, and
6 aso try to find out, are they going to be the ones

7 implementing whatever solution? Is the implementation
8 proposing an alternative solution to SAP? And, also,

9 isthe implementation partner competing for the

10 services business?

11 Soisit IBM services, Accenture or

12 just IBM? IBM owns the account and they got a great
13 relationship. So we try to determine that because that
14 helps us determine the type of mix in the decision-making
15 process. We go through the demo. Post demo, most of
16 the companies will bring in anywhere from two to four
17 companiesto go through ademo cycle. So asthisis

18 occurring, we're constantly being measured against

19 other companies. And one of our goals we try to get to
20 istry to determine what is the key decision factors

21 coming out of the demo? Who's winning? Who's not

22 winning? What went wrong? And what do we need to do
23 towin?

24 A demo cycle for, say, three or four

25 competitors could easily take a month, easily. Itis
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1 not uncommon for some demos to go for four or five days

2 eght hours aday, depending upon the complexity of

3 their need. Soiif it isfour competitors, that's one

4 month's cycle time at the end of the month, and then
5 they have to have a period of time that they determine
6 selection criteria. | want to whittle it down to two

7 competitors. | may want to begin parale negotiations
8 with two competitors.

9 And they would begin some leve of

10 negotiating with us and whoever maybe the other

11 competitor is. Often times at the end of the sales

12 cycleit iswhittled down to two. At some point in the
13 sdles cycle, some selection is made that will go with
14 one. And that could be a cut out of a negotiation

15 process, it could be they don't like our terms and

16 conditions, they may not like our pricing, maybe we are
17 not willing to budge on price because we believe we are
18 ddivering superior vaue.

19 Whatever the factors are, at some

20 point they eventually whittle it down to one and then
21 finalize negotiations. That is at a high leve isthe

22 typicd sdescycle. In the sdes cycle multiple

23 peopleinteract. For instance, for the demonstration,
24 it could be one to 10 people involved in presenting our

25 solution, and they are called solution engineers. In
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1 order to write the proposal, we may have our proposal

2 teaminvolved in writing the proposa to help the
3 account executive write the proposal.
4 We may have a value engineer involved
5 inactualy going on ste to the customer in order to
6 determine value or help the customer to determine by
7 changing your process from A to B, you could save a
8 hundred million dollars. And you need to be ready to
9 benchmark thisin two years. Or here's the set of
10 metrics you need to operate against for, say, the next
11 year or two. So, | mean, there's multiple people that
12 comein and out of the sales cycle, as| like to call
13 it, some virtual team. The account executive is of
14 course the focal point.
15 Also, then towards the end of sales
16 cycle, during the negotiation period, especially,
17 that's when we normally have our consulting involved to
18 try to get positioned into the job, if we are selected,
19 and aso our education and training services to make
20 sure that we are going to handle their educational
21 needsto get them, their users up to speed on how to
22 use our software.
23 The sdles cycle itself average length
24 for SAPin our established industries like core

25 manufacturing, average saes cycle is about 6.7
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1 months. In our emerging market industries it's

2 anywhere from eight to nine months. And in public
3 sector, which is totaly different, we have some sales
4 cyclesthat are multi-year, because we can't get the
5 federd people to cough up the cash.

6 Take that out. Strike that part.

7 Strike that part. No digging into federd.

8 But that's the average sales cycle

9 timing, and kind of process.
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16 Q. Does SAP encourage it's account

17 executivesto really understand who the competition is

18 prior to this demongtration phase?

19 A. | wouldn't say SAP encourages, |

20 would say it's just an expectation. If you're going

21 into ademonstration, you should know as much about who
22 you're going to compete againgt than not. | don't

23 think there's a policy or mandate or anything. It's

24 just accepted practice.
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21 Q. When do you become aware that you're
22 one of the finalists that is being -- a what point do

23 you understand you're either in negotiations or not in
24 negotiations?

25 A. Usualy when the client tells us.
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1 Q. Sothat the client will tell you

2 you're out or you're in?

3 A. Yes They will Sgnd, you'rein the

4 running.

5 Q. Atthat point --

6 A. Give me -- you've given me a proposa

7 but now I'd like to see areal proposa. Go back and
8 sharpen your pencils. Those are the signals that we
9 typicaly get.

10 Q. Oncetypicdly you said they may

11 engage two of you in the early negotiations?

12 A. Yes
13 Q. How long do these negotiations last?
14 A. Ittotaly varies on the client; some

15 arefast, some are drawn out and long.

16 Q. Andwhat are the terms of these

17 negotiations, what's being discussed and negotiated?
18 A. Often timeslicensing, the pricing,

19 terms and conditions, and our standard contract, and
20 intellectual property rights to process, or maybe

21 something that well discover in their processes.

22 If there's any customer development

23 that we need to do to help get the solution to work,
24 they want to negotiate rights to it so we can't resell

25 it to other people, things like that.
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1 Q. Looking at al these different stages,

2 whenisit that SAP beginsto shareits pricing or give
3 price quotes to aclient?

4 A. Inthe determination phase, usually

5 clients, that's when we're trying to determine how much
6 they havein the budget; in other words, are they

7 serious about this and do they have a budget set aside
8 intheir capital plan?

9 Usually there's afeel of ballpark

10 pricing at that phase, but usually where they say, we
11 redly cannot give you a good price until after we see
12 ademonstration and redlly nail down your specific

13 requirements, and see if you agree. And if you agree
14 we can proceed to a more formalized proposal.

15 Typically after the more formalized

16 demondtration, they would receive some level of

17 proposa post detailing out how we're going to solve

18 their issue and the associated costs with it.
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13 Q. How does SAP price the mySAP Business
14 Suite?
15 A. Okay. We standardize by pricing on

16 the type of user that's going to be necessary and the
17 functions that that user will have accessto. That's
18 thetraditiona pricing modd that we have in place
19 today.
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11 Q. Now, correct meif I'm wrong, it's

12 lateintheday. You said the determination phase

13 generdly the customer's interested in some idea of

14 what pricing is?

15 A. That's based on budgeting. In other

16 words, we try to understand what their budget is. It's
17 up to the accounting executive to say, you know, is

18 thisredistic? Based on what the client's saying they
19 need, do we think that's a ballpark redlistic number to
20 procure those types of things? The reason is, we don't
21 want to book a bunch of resource time against a client
22 that has way, unredlistic expectations. Y ou know, |

23 want a Ferrari for adollar. That's not going to

24 happen. So why should | spend time with this client to
25 help him understand. He's going to have to substantially
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1 increase his budget.

2 Q. Sothefirg, thisiskind of an

3 interna determination?

4 A. Yes

5 Q. What'sthe client's budget? What do

6 we think this solution is going to cost?

7 A. Right. Wecdl that internaly,

8 opportunity assessment, where it is up to the account

9 executive to work with his or her manager to say what
10 isthe opportunity, what does it look like, is this

11 something we think we can win? Do we have solutions?
12 Do we think we can help this client? Isthere going to
13 be enough ddivered value? If so, we should probably
14 continue the sales cycle.

15 Q. When does the client start asking for

16 pricing information?

17 A. Normally they are asked -- they are

18 usually asking around the demonstration phase: What do
19 you think thisis going to run? What do you think this
20 isgoing to cost in order to do this, this and this?

21 So | would say probably middle way

22 through they are asking that. Sometimes it's earlier

23 in determination. They may be saying, hey, | only have
24 X in my budget. Do you think you'll even be able to

25 help meinthisarea. But those typicaly are just
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1 verbals.

2 Q. Whenwill SAP share that information?
3 Will it share it upon request?

4 A. Yeah. Well give balpark. The

5 account executives will give balpark. But it is until
6 after the demonstration where we want to seeit, we
7 want the client to weigh off and say, we agree thisis
8 the process, before we like to give stuff in writing.

9 Q. Prior to the completion of the

10 demonstration process, these are al kind of verbal
11 bdlpark figures?

12 A. Yes, verba conversations.

13 Q. Oncethe demonstration phaseis

14 engaged and the company has signaled that, okay, SAP,

15 wed be interested in pursuing this alittle further

16 with you?
17 A. Yes
18 Q. Does SAP then submit awritten

19 proposal covering, | would gather a number of different
20 things, but including pricing?

21 A. Yes, post demonstration we would

22 normally prepare a proposa for the client; yes.

23 Q. That would be awritten proposal?
24 A. Yes, often times.
25 Q. What are the types of things a
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1 written proposal would cover?

2 A. What isthe solution definition?

3 What isthe cost? What we anticipate are going to be
4 their education and training needs. What is the

5 ongoing annuity or maintenance cost going forward?
6 What is, if we had a value engineer or we had ROl work
7 done on the occasion, we would try to establish a

8 return on investment and show them their savings.

9 Q. Isthat the final word on these

10 negotiations, that first proposal?

11 A. No, that'sjust what it is, it'sa

12 proposd. Soit'susudly really the key starting

13 point in the process of negotiations.

14 Q. Intermsof pricing, isthe pricing

15 quoted close to what the list prices might be?

16 A. Closg, yes, probably close.

17 Q. The account executives are encouraged
18 totry and track the list price at least in that

19 initid proposal?

20 A. Absolutely, because the way our

21 pricing work is based on the size of the organization,
22 they are entitled, thisis unusud, but they are

23 entitled to standard discounts. So based on the size
24 of the opportunity, they may be entitled to a 40 or 50
25 percent discount up front. That would be noted in the
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1 proposal offer. And the account executives are

2 encouraged to start using that as a starting point.

3 Q. Sooncethat starting point happens,

4 1'm guessing you submitted your proposal, the company
5 or potentia client then reacts with its own proposdl;

6 isthat right?

7 A. You mean, the client coming back to
8 uswith a proposa?

9 Q. Yes Right.

10 A. Typicdly nat, it'susualy verbds.

11 It'sacollaborative process.

12 Q. You had mentioned that, at |east,

13 that there are some standard discounts based on the
14 sze of the opportunity?

15 A. Yes

16 Q. Arethere dso guidelines that SAP

17 usesin discounts further along in the process?

18 A. No, | would not say there's any

19 standard policy beyond the standard discount. Beyond
20 that it's up to negotiation and terms of the value of

21 theclient: How big the client is? Isit abrand

22 name? Are we trying to get penetration in an

23 industry? Do we need to show momentum in an industry?
24 Arewe trying to get attraction in an industry?

25 Theresamultiple of factors that would consider why
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1 or why not we would even consider a discount.

2 Q. Isoneof those factors that may be
3 considered who else has been chosen as kind of a
4 findigt?

5 A. Sure
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21 Q. Youve mentioned R/2 and R/3, and now

22 werein mySAP Business Suite. How much time elapsed
23 between those sorts of product evolutions?

24 A. Okay. That's agreat question from

25 the product life cycle standpoint. If welook at the
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1 evolution of the company, you're looking at a technology

2 platform range probably somewhere between 8 to 10

3 years. The evolution that you just spoke of isR/2 to

4 R/3, and our new platform is called NetWeaver. And
5 you're looking at a 10, 8 to 10 year cycle between each
6 of those mgor architectural change, innovations.

7 Today it is NetWeaver. Business

8 Suiteis the software component that our technology

9 stack is called NetWeaver which replaces the foundation
10 for R/3.

11 Q. Wasthere asignificant investment on

12 the part of SAP from going from R/3 to developing the
13 mySAP Business Suite?

14 A. Not for the Business Suite but for

15 NetWeaver, yes.

16 Q. For NetWeaver.
17 A. There was significant net resources.
18 Q. Do you have abalpark figure of what

19 it took in terms of time and money?

20 A. Don't know money. | can spesk to

21 approximate time and approximate labor. We're talking
22 somewhere in the neighborhood of like 2,000 people over
23 ayear'stime.

24 Q. And they were that building off of

25 what the development that aready had gone on with R/2
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1 and then R/3, there was --

2 A. And changing it for what is now

3 NetWeaver, because we went from a closed environment
4 appropriate technology stack to now an open standards

5 technology stack, so we can integrate easier with dot

6 Net2EE, XML, and have an open integration platform;

7 whereas, R/3 was somewhat closed.

8 Q. Sothat effort to go from R/3 to

9 NetWeaver took about a year?

10 A. Plus

11 Q. Plus?

12 A. 2,000 some odd people.

13 Q. Soyou werelooking to cregte

14 NetWeaver from scratch, and you didn't have R/3,
15 something equivaent to NetWeaver. Do you have an idea

16 of what time or cost it would take to develop an

17 equivdent?
18 A. | would have no guess.
19 Q. Would it take more than ayear plus

20 and 2,000 people?

21 A. | think the premise of the question

22 isjust alittle bit off. Y our premise of the question

23 is, if | were to start from scratch. If | wereto

24 start from scratch, | would not try to build NetWeaver,

25 because NetWeaver is just the foundation for what the

Knowles 12-03-03

92
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1 software applications Sit on.

2 Most companies in the evolution cycle

3 for building software are not going to worry about the

4 technology platform, they are going to use an open

5 standard and work on the technology side. The

6 technology is going to come much later in their life

7 cycle. They would never begin there. That's the wrong

8 end of spectrum to work on.
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